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Economic Sanctions 

IU III!' I VCWtHM'-an'- 1 " 


Antici pated Position of Foreign Governments o 


1, The question of invoking economic sanctions against Egypt 
may be raised in side discussions by foreign governments during the 
conference* These governments aro aware that the Egyptian economy 
is heavily dependent on raw cotton and that the U® S» lias carryover 
stocks of almost 15 million bales* ten times Egypt’s annual produc- 
tion^ which* they may believe the U® S» would, consider using against 
Egypt® Furthermore* some foreign governments may believe that if 
the Sue?. Conference should be unsuccessful* economic sanctions might 
be preferable to military action® 

2« The basic position of other governments on the question of 
economic sanctions would probably be one of inquiry® Would the UTS® 
consider using economic sane tions against Egypt? If so* under what 
conditions? What kinds of sanctions could be employed? To what 
extent would they differ from restrictions on trade and payments 
currently being applied by the U* S«? 

3* Certain governments at the Conference, probably Turkey and 
Pakistan* would undoubtedly express concern over an all-out "dumping* 5 
of U® S« raw cotton stocks on the world market as a means of hurting 
Egypt* because of the serious effects which this would also have on 
their economies, which are heavily dependent upon cotton® 

Recommended U® S® Position® 

1® The (J® S® Government would support in principle the use of 
economic sanctions under two conditions? (a) If the Egyptian Gov~ 
eminent took action to impede navigation through the Canal* or (b) 
if military action against Egypt by the United Kingdom and France 
appeared imminent and economic sanctions were the only means of 
avoiding such action® 

2® Before the U„ S® Government could agree* however* to ac- 
cepting comprehensive economic sanctions as a course of action 
against Egypt if either of the two conditions in paragraph yl should 
occur* there would have to be evidence of a desire for cooperation 
by enough countries to make economic sanctions effective® 

5, In the absence of either of the two conditions in paragraph 
#1 or of the evidence of cooperation referred to in paragraph #2* 

economic 
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economic sanctions could be counter-productive® If Canal naviga* 
■felon were unimpeded and if military action were not threatened, a 
program of economic sanctions could alienate a large number of gov- 
ernments of the Near and Middle East, South and Southeast Asia# and 
possibly, even of Latin America, and possibly could lead to retali- 
atory action by Egypt to stop navigation in the canal, or action b 
Arab states to hamper the flow of olio If sufficient cooperation 
in applying sanctions ware not obtained, they would be not only in- 
effective but could also create an unnecessary hardship on the 
economies of a relatively few countries to the benefit of non~cooper« 
a t ing e ountr lea. 


4 , The ‘Jo So Government believes that if economic sanctions 
were to be invoked* the following could be most effective: 

a* The maintenance and tightening of financial controls 
against Egypt by the U. S-, the U„ K., and Prance, and 
the adoption of similar comprehensive measures by other 
countries o 

bo An embargo on the importation of Egyptian cotton. The 
achievement of this point could be helped by the use 
of Pol,, 480 agreements with cooperating countries to 
replace Egyptian cotton, 

c o An embargo on the exportation of goods to Egypt e 

d., A prohibition on carrying goods to and from Egypt by 
vessels registered in countries invoking sanctions. 


g« The TJo s„ Government recognizes that the degree of antici- 
rated effectiveness of each of these four actions varies® It does 
not expect that the actions listed in paragraph #4 can cripple 
Egypt in the short term or that they can be invoked without some 
hardship to the countries invoking them, (a), (c) and (d) can be 
done quickly, if governments wish . (b) bakes more time* Other mea- 
sures short of full scale sanctions, can, of course, be applied; 
these would include termination of aid, severe control over exports 
and. payments, and shipping restrictions® 


SECRET- 


Approved For Release 2000/08/23 : CIA-RDP64-00014A0001 001 3001 4-3 



Approved For Release2000/08/23 : CIA-RDP64-00014A0001 001 3001 4-3 


SECRET 

^ fa 


Bis cubs ion. 




1 » The Egyptian economy 

is dependent to a considerable detent on foreign trade. Exports in 
1955 totaled BS» 138,4 million, S' of which raw cotton accounted for 78 
percent* About 85 percent of Egypt's dollar earnings came from cotton 
in that year. Other exports were rice (5 percent),, cotton yarn (3 per- 
cent),, and vegetables (2,5 percent) „ 


Imports in 1955 totaled E& 182,9 million, of which machinery 
other than electrical represented 12 percent of the total; petroleum 
9 percent; iron and steel 9 percent; electrical machinery 6 percent; 
wood and wood products 5 , 5 percent; automobiles and parts 5 percent; 
chemicals and medicinal a 5 percent; and fertilizers 5 percent, 

Egypt is a net importer from Western Europe and North America 
while it is a net exporter in its trade with the Soviet Bloc, The 
bulk of Egypt’s trade is with Western Europe, with 30 percent of 
Egypt's exports going to European NATO countries in 1955 and 46 per- 
cant of Egypt's imports coming from these countries. The Soviet Bloc 
took 21 percent of Egypt's exports in 1955 and supplied 7 percent of 
Egypt’s imports. The IT. S. and Canada took 7 percent of Egypt’s 
sports and supplied 12 percent of its imports. 

•During the cotton marketing year ending July 31 t 1956, 40 percent 
of Egypt's raw cotton exports vent to the Soviet Bloc, a sizeable 
increase over previous years. Thirty percent went to NATO countries. 

The large bulk of Egypt's imports of machinery bf various types , 
automobiles and parts, iron and steel products, chemicals, and ferti- 
lizers comes from MT0 countries. Petroleum products are imported 
largely from Saudi Arabia and the U, S. Wood end wood products come 
largely from Scandinavia and Czechoslovakia, The latter is also 
somewhat important as a source of cotton textiles for Egypt, Except 
for these products from Czechoslovakia, Egyptian trade statistics do 
not show the Soviet Bloc as a major supplier of any particular item 
in the Egyptian market. 


2. Effectiveness 

a/ There are 2,87 U. S. dollars per 1 Egyptian pound. 
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Ef f e ct iven ess of recommended economic sanctions 




a * Mlrtenance^and 

Financial measures against Egypt, which have already been taken 
in’ part by the U.S., U„K„ , and France, might be the most effective of 
the various kinds of economic sanctions available* 


At the end of Kay, Egypt f s '’official" foreign exchange assets 
amounted to $630 million, as follows* 


$173 million in gold 

$355 million in sterling (already blocked) 

$ 70 million in dollars (already blocked) 

$ 31 million in. other currencies <, 

Egyptian private assets abroad are not known. They probably are held 
largely in the U.S., ILK,, and Switzerland, but in any case they would 
be difficult for Egypt to mobilize for national use. Apparently all or 
virtually all of Egyptian gold is held at home, and not open to blocking, 
ifearly all Egyptian assets that can be reached have already been sub- 
jected bo blocking. The situation can be made tighter, however, by 
covering all Egyptian accounts, both official and private; by having^ 
moxQ countries take action along with the D.S., U.K., and Franca; and 
particularly by restricting not only Egyptian assets now held abroad 
but all future financial transactions by Egypt and Egyptians with 
residents of the cooperating countries or in the currencies of 
cooperating countries . 

This would confine Egypt’s trade (including barter trade), 
shipping, bunkering, etc., to that which it could carry on with tiird 
countries in gold, Egyptian pounds (actually credit), or third-country 
currencies (seldom used in international trade). This would reduce 
Egypt to barber trade with third countries once its gold was used up, 
unless third countries were willing to make loans to Egypt. 

With such broad financial sanctions, Egypt would not be 
without sores financial means of maneuver, but the pressure on her 
economy would become increasingly severe, starting with initial 
shortages of foodstuffs and essential consumer goods, resultkig 
from hoarding. 


It should be recognized, however, that broad Mocking action 
by the U„S„ along the lines indicated above has been taken in the past 
only in cases where national security was clearly involved, such as in 
World War II and the Korean conflict, including the protection of the 
dollar assets of the invaded countries. Confidence in tbs b.S. dollar 
as a world currency and the N,Y. money market could be adversely af- 
fected if the U. So were to resort to such blocking when national 
security is not claarly involved. 
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ft. Prohibition 
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d . Pr oh ibl t i on on .^arr^in^£SSg 1: | 

vns sol a i»qf 1 st^Qd"Tn^c^unt^¥^^r^ok^£ _ san^cio2,|.* « 

«’/ vessels registered in no . ,- 

“fe-/P? - if ® ? ™ L, m h-lf )3 About 10,000 vessels with, a total 
f^ro pa?t a S SL^iliJo^lSSred^ IlnLf anf LiSSa, ^!th a 

soL ;r “ • 

If mass vassal, sera ritMram ft* tto igyptian trade, 

•aMnninr mio-ht still be available to handle mgypt si orexgn ci ade 
shipping rngflc I Jons of shloping would theoretically be 

available to Egypt from Soviet Egypt 

SSSTiJ^ s&SSSlntt? and exports would 

experience delays <, 

The four kinds of 

Telteved to be the most 

economic sanctions aascnuau ^»oQ±xoyo^ other econ~ 

off active and the basis of any comprehensive pt .ograu. ^ Oonor eo 

omle measures, short of a full sanction program, and m addition 
to fiscal controls now in elf eet, might include. 




b. 


cioirpaper 


Terminate U .S. Gqvei^gS lteohnloea^^de^^^ 

Tira^sis^noe operalions^gJSggS 0 , J F JfZ nLibor 

n „ p r ovideS^Sgypt in a wide numoor 
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fTssistance is oemg pruviuou a&jy* - ----- — 

of fields. Approximately JjlO * 

liquidated funds for Egyptian technical assistance. 

A development assistance program is currently in 
effect with approximately ^26 million current y 
iiau5 dated o 'The development assistance program is 
operating In sSch fields as the railroads, highways, 
canals and irrigation » 

onerations could be terminated by the UcS. ?>~j vji th~ 
inese °P®raT.ious < ^ ^ itself this action would probably 

drawing personnel and ^fJ- Efan economy other than to postpone 
S”o— .'fi ,0 vSrlSuiMS ^ the economy and in the standard 
of Bring of the Egyptian people. 
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Sirs! ?hls 9 ^sS SS IhipWng equipment, for example 
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^hstructl on on a scalo large enough, to 
onaolo shippers of oil to boycott"' the canal, in time, slight be a 
grucient suep, The neivs of such a program would perhaps be of 

value in affecting Egypt’s judgment. The program would, of course, 
be very costly indeed, 5 
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